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Year at a Glance 


1981 1980 Change 
Financial ($millions) 

Operating Revenues .. $2 258.2 $1981.8 14% 
Operating Expenses .. $2 1846  $1891.4 16% 
OperatingIncome .... $ 736 $ 90.4 
Net income <25 won y ss $  dOo Ge a0 
Return on 

MAVeSEMENT Gericke 7.2% 8.7% 
Return on Equity ..... 7.8% 12.1% 

Operations 

Revenue Passengers 

Carried (millions) ... 125 3:t Oy% 
Scheduled Revenue 

Passenger Miles 

(milkonsh ee wacieaeieo: 13 974 14759 (5)e5 
Scheduled Passenger 

Coad Factom eae. 65% 67% 
Yield per 

Scheduled 

Revenue 

Passenger Mile ..... 13.1¢ 10.9¢ 20% 
Total Available Ton 

Miles (millions) ..... 3 641 3 637 0% 
Operating Expense 

per Available 

‘Le Wiel nee 59.9¢ 51.9¢ 15% 
Average Number of 

Emplovees cies 20.992 23: Oosn, eh) 


Glossary of Terms 


Operating Margin 
Operating income as a percentage of total operating ' 
revenues. 


Cash Generation Margin 
Funds provided from operations, including proceeds on 
disposal of property and equipment, as a percentage of 
total operating revenues. 


Return on Investment 

The average rate of return on the aggregate of 
shareholder’s equity and funds loaned to the 
Corporation. 


Revenue Ton Miles 

An overall measure of traffic calculated by multiplying 
total tons of all revenue traffic carried by the miles they 
are carried. 
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Available Ton Miles 

An overall measure of capacity calculated by multiply- 
ing total tons of capacity available for revenue traffic by 
the miles flown. 


Weight Load Factor 

An overall measure of capacity utilization derived by 
expressing revenue ton miles as a percentage of 
available ton miles. 


Passenger Load Factor 

A measure of passenger capacity utilization derived by 
expressing revenue passenger miles as a percentage of 
available seat miles. 


Breakeven Passenger Load Factor 
An indication of the passenger load factor required to 
achieve a nil operating income. 
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Chief Executive 
Officer’s Message 


It is gratifying but sobering to report that Air 
Canada’s operating results for 1981 are one of 
the few bright spots in an international aviation 
industry that is plagued by financial difficulty. Though 
our earnings provide an inadequate return on 
investment, the 1981 net profit of $40.1 million, after 
providing for $35.2 million in corporation income taxes, 
is a decline of only $16.9 million from the previous year 
— a respectable achievement by current levels of 
industry performance. 

The major problem facing the industry today is an 
inheritance from the high growth era of the ’70’s. Many 
airlines were lured into over-reaching their expansion 
capabilities, causing heavy debt commitments without 
sufficient equity investment to withstand the eventual 
sharp decline in economic growth and escalating 
interest rates. 

The result has been an industry, traditionally charac- 
terized by heavy capital investment, highly skilled labor, 
and dependence on petroleum energy and advanced 
technology, experiencing difficulty in coping with cost 
increases which are outpacing general inflation at a time 
of minimal or negative traffic growth and unable to 
price its products at realistic levels because of the 
excess Capacity it has unwisely created. 

There are many ramifications of the problem. Fuel 
costs are such that it is essential for airlines to purchase 
the most fuel-efficient aircraft, and to modify existing 
aircraft to generate the greatest energy economy possi- 
ble. Financing the enormous sums required for fleet 
renewal must come at interest rates which are now at 
historically high levels. 

Air Canada’s 1981 performance is the result of sound 
planning, innovation and disciplined management of the 
Corporation’s resources. One of the most significant 
decisions was to grow without sacrificing earnings, 
while maintaining high performance and service 
standards. At a time when many airlines have pursued 
additional traffic without regard for satisfactory levels of 
profit, Air Canada has exercised restraint by concen- 
trating on productivity improvement in the manage- 
ment of its physical, human and financial resources. 

Air Canada was one of the few major North 
American airlines to register a profit for 1981. Like its 
successful U.S. counterparts, prudent financial 
management has always been paramount, and this is 
reflected in the preferred rates which the company has 
established in international capital markets. 

It is essential to Air Canada’s future that it continues 
to justify the confidence of international lenders in its 
ability to prosper in a competitive market. This is of 
particular importance now, with reduction of the 
Corporation’s cash and short-term investments to 
support its fleet renewal program. In the face of increas- 
ingly stringent demands by lenders, Air Canada’s ability 
to meet more of its future financial needs from 
generated earnings becomes a dominant factor in 
the airline’s future. 


Planning to meet these demands has been aided by 
the agreement on Canada’s energy pricing policy, 
making it possible now to forecast more accurately the 
impact of fuel costs on the company’s future planning. 
As Canada moves towards world petroleum price 
levels, there will be unavoidable increases in domestic 
operating costs. Canadian air fares, at present among 
the lowest in the world, will inevitably rise to new levels. 
This will drive the need for improved productivity 
throughout the company, and for continued demon- 
stration that Air Canada can compete with the best 
airlines in the world and still earn its way as it does 
now. Air Canada expects that, with superior operating 
skills and the dedication of its employees who made 
such a significant contribution in 1981, the airline can 
meet whatever challenges market conditions present. 

In the latter part of the year, the Government 
published its proposed new domestic air transportation 
policy, which was reviewed by interested parties before 
the Standing Committee on Transport of the House of 
Commons early in 1982. Air Canada’s presentation 
generally supported the proposal which, with a few 
modifications, will ensure that Canada and the travelling 
public will continue to have an efficient and systematic 
transportation network. The deregulation experiment in 
the United States has not succeeded. Differences of 
geography, demography and economy are sufficient 
reasons for Canada to take a more gradual and 
controlled approach to regulatory reform. 

New and intensified competition has reduced Air — 
Canada’s share of the domestic market from 67.4 per 
cent of the revenue passenger miles flown by both 
scheduled and charter Canadian airlines on Canadian 
routes in 1977, to 62.4 per cent in 1980. Our estimate for 
1981 is that Air Canada’s share of this market was 
further reduced to 59.1 per cent. 

Capital commitments based on over-enthusiastic 
assumptions about future growth have been a signifi- 
cant factor in the pleading by competitors for new or 
expanded access to mainline Canadian routes. Vigorous 
competition will continue to be Air Canada’s response 
to those aspirants. 

Air Canada is the world’s tenth largest airline (in 
terms of passenger miles flown) and has earned an 
international reputation for excellence. 

The airline’s high service standards are attested to by 
the British hospitality critic, Egon Ronay, who ranked 
Air Canada as one of the two top airlines serving the 
intensely competitive North Atlantic. 

Air Canada’s technical excellence has been recoa- 
nized by its peers in the world airline community with 
its selection as the recipient of the 1981 Air Transport 
World “Technical Management Award” for a “consistent 
record of excellence over the years in achieving maximum 
productivity” in such fields as maintenance, fleet 
management and operations management. 

Because of its respectable performance, Air Canada 
is looked upon as a source of strength and stability in 


what is generally regarded as an unstable industry in 
Canada and throughout the world. As the national 
airline, Air Canada brings credit to Canada and to all 
Canadians by providing a showcase for Canadian 
capability both at home and abroad, and a “window” 
for Government in a vital technological area. 

The next few years will be difficult for the air 
transport industry as it faces the many imponderables 
of an uncertain world economy. Airline managers, 
labor, the financial community and government will be 
tested as they struggle to ensure the survival of an 
essential industry. 

During the year, management and staff welcomed 
the appointments of René Amyot of Quebec City 
and I.H. Asper of Winnipeg to the Corporation’s Board 
of Directors; and the subsequent appointment of Mr. 
Amyot as Chairman of the Board of Directors 
succeeding Pierre Taschereau. 

We owe a debt of gratitude to Mr. Taschereau who 
has served Air Canada with distinction for many years. 


Claude I. Taylor 
President & Chief Executive Officer 
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The Year 
In Review 


To the Honourable 
The Minister of Transport 
Ottawa 


Sic 

The Board of Directors is pleased to submit its 

annual report for 1981. 

Air Canada earned a net income for the year 
of $40.1 million, representing a $16.9 million decrease 
from 1980. 

The lower income, together with a higher investment 
base, resulted in a return on investment of 7.2 per cent 
in comparison to last year’s 8.7 per cent. Return on 
equity declined from 12.1 per cent in 1980 to 7.8 per cent. 

The decrease in income, in comparison to last year, 
was affected by a $13.2 million unfavourable change in 
net non-operating items, mainly due to higher interest 
expense and lower gains on aircraft disposals. How- 
ever, of greater significance to the company’s basic 
activities was the decline in income from operations, 
down from 1980 by $16.8 million to $73.6 million. 

Revenue per unit of traffic carried increased 18 per 
cent whereas the average cost of providing capacity 
increased by only 15 per cent. This favourable relation- 
ship was offset by a decline in overall load factor from 
53 per cent to 51 per cent. The operating margin 
accordingly dropped from 4.6 per cent to 3.3 per cent. 

Revenues from operations at $2 258 million broke 
through the $2 billion mark and represented an 
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1977 IHS INS. 1980 1981 


Return on Investment (%) 
8.7 9.4 9.2 8.7 7.2 
Return on Equity (%) 
*Not applicable * * 12.7 12.4) 78 


INI 


1981 OPERATING 1981 OPERATING 
$ Millions % REVENUES EXPENSES 
1 823.9 Passenger Scheduled 


% $ Millions 


35.4 Salaries, Wages 773.5 
and Benefits 


Aircraft Fuel 567.2 


Sales Commissions 142.9 


Maintenance Materials, 119.5 
Supplies & Services 


4.7 Passenger Meals & Services 102.1 
6.0 Depreciation, Amortization 131.1 - 


33.1 Passenger Charter 


242.2 Cargo Scheduled 10.7 & and Obsolescence 
15.9 Other Operating Expenses 348.3 
13.1 Cargo Charter 
145.9 Contract Services & 6.4 
Other Eee eS ee 
~ 2 258.2 Total Operating 100.0 100.0 Total Operating Expenses 2 184.6 
Revenues 
SCHEDULED PASSENGER & SCHEDULED PASSENGER & CARGO 
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increase of 14 per cent. Passenger yield increases were 
the main element but were partly offset by related 
traffic declines. At the same time, although offered 
capacity was held at last year’s level, operating 
expenses reflected the persistently high levels of 
inflation experienced throughout the airline industry. 
Fuel expense, as the leading edge of these cost 
pressures, increased by 35 per cent despite unchanged 
capacity. 

Because of the lower traffic, the total passenger load 
factor on scheduled flights decreased from 67 per cent 
to 65 per cent. This was only marginally above the 
reduced breakeven passenger load factor of 63 per 
cent, a general but indicative guideline which attributes 
income from all operations to the passenger sector. 

Passenger revenues on scheduled services grew by 
$212 million or 13 per cent as a result of a 19.5 per cent 
growth in yield and a five per cent decline in traffic. 
Substantial fare increases, pushed by the inflationary 
cost spiral, were necessary throughout the year, but 
not without the attendant effects of traffic declines and 
an increasing customer preference for discount fares. 
These effects were most prevalent during the peak 
summer months, the period of vital importance to the 
Corporation’s annual profitability. The limits to the 
travelling public’s ability or willingness to absorb the 
growing cost of air travel, together with the levels of 
capacity offered by all carriers in major markets, can 
only result in deteriorating profits for the industry. 

Canadian routes, which account for almost 60 per 
cent of total passenger revenues, showed yield 
increases of 20 per cent. Both transborder and 
Southern services had yield increases of 22 per cent, 
while Atlantic yield rose 13 per cent. All services 
experienced traffic decreases. 

Cargo revenues on scheduled services grew by $30 
million or 14 per cent due to a combination of rate- 
related yield increases and higher traffic. The increas- 
ingly popular small package services accounted for 
almost $11 million of the revenue rise. 

Both passenger and cargo charter activity increased 
during the year. Passenger charter revenues of $33.1 
million were up $2.3 million, reflecting the introduction 
of the Sun Charter program in the latter part of the 
year. Cargo charter revenues at $13.1 million doubled 
in comparison to 1980. 

During 1981, in line with the Corporation’s strategy to 
further diversify its revenue base, sales of services 
and technology continued their planned expansion, 
particularly in the areas of aircraft maintenance and 
ground handling services for other airlines, as well as 
computer technology. As a result, contract services 
and other revenues of $145.9 million were up $26.1 
million from the preceding year. 

Operating expenses at $2 185 million represented a 
$293 million or 15.5 per cent increase over 1980. 
Operating expense per available ton mile showed a 


similar percentage growth, with capacity unchanged 
from last year. Operating expense per revenue ton mile 
increased by 19 per cent, reflecting decreased load 
factors. 

Total salaries, wages and related employee benefits 
rose by 11 per cent. Through a combination of natural 
attrition and replacement restraint, the average number 
of employees decreased by 0.5 per cent. The result was 
a small improvement in employee productivity as mea- 
sured in available ton miles per employee. However, 
revenue ton miles per employee declined by three per 
cent by virtue of the traffic decrease. These expres- 
sions of productivity are conventional industry mea- 
sures and, as such, are not adjusted to reflect activity 
associated with the sales of service and technology. 

The continuing escalation of fuel prices prevails as 
the major element in Air Canada’s cost growth. Pushed 
by various forms of fuel taxes, the average fuel price in 
1981 exceeded the previous year by 40 per cent. As a 
direct-result of price increases, total fuel and oil 
expense rose by $149 million to $567 million. This level 
of expenditure represented 26 per cent of total 
operating expenses. 

Net non-operating income was $1.7 million. 
Compared to last year, the major elements in the $13.2 
million decline included $10.5 million in higher interest 
expense, reflecting additional debt financing for aircraft 
purchases, and $4.7 million lower gains on disposal of 
assets. Interest income increased by $1.5 million as 
higher interest rates counterbalanced the drop in funds 
available for short-term investment. Air Canada’s 
investments in Nordair Ltd., Guinness Peat Aviation 
Ltd. and MATAC Cargo Ltd., together with a newly 
acquired interest in Innotech Aviation Limited, contrib- 
uted a total of $2.3 million to net income. 

The major elements in changes in financial position 
were $223 million in funds provided from operations 
and $92 million by net additions to long-term debt 
and capital lease obligations, more than offset by 
$472 million applied to property and equipment 
expenditures. The net effect on cash and short-term 
investments was a $164 million decline. 

At year-end, property and equipment, including 
progress payments and flight equipment under capital 
leases, totalled $1 411 million after accumulated 
depreciation, representing an increase of $331 million 
over year-end 1980. Total corporate assets rose $182 
million to $1 870 million. 

Long-term debt and obligations under capital leases, 
including the current portion, increased by $76 million 
while shareholder’s equity grew $27 million, producing a 
shift in the debt/equity ratio from 56/44 to 57/43. 
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Pierre J. Jeanniot 
Executive Vice President & 
Chief of Airline Operations 


Calgary at dawn 
Airport customer service, Toronto 
Air Canada — energy conscious 
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Airline 
Operations 


In 1981, the airline faced some of the most 
demanding and critical challenges in its history, 
in terms of both coping with the present and 
positioning for the future. 

The combination of low growth in the marketplace, 
intense competition throughout its domestic, trans- 
border and international routes, and severe cost 
escalation continued to test the airline’s innovation, 
productivity and efficiency. The results are reflected in 
the relatively favourable performance of Air Canada 
within the global air transportation industry. 

Fiscal responsibility was the benchmark for Airline 
Operations throughout the year. 

Continuous monitoring of the effects of economic 
changes initiated adjustments to the airline’s operating 
plans and strategies, best illustrated by savings of more 
than $140 million through cost reduction programs, a 
freeze on hiring for some 400 new positions, and 
adjustment to airline schedules to reflect changing 
market conditions. 


Airline Technical Operations 

A sustained effort to gain maximum productivity in the 
technical functions of the airline was the constant 
priority of the Airline Technical Operations group 
during the past year. 

Construction of a two-bay, $18.7 million expansion of 
the maintenance facility in Toronto was completed 
during the year; and a $4 million expansion of Air 
Canada’s principal maintenance facility at Dorval, 
Quebec was started. Plans were announced and 
tenders called for the construction of a new mainte- 
nance and stores hangar in Winnipeg at a cost of $10.3 
million. The Toronto and Winnipeg projects, while 
supplementing the Air Canada technical workload at 
Dorval, also expand the airline’s overall capability to 
undertake servicing contracts for other carriers. 

Approximately 93 per cent of Air Canada’s mainte- 
nance and overhaul work is now handled in-house, 
while total revenue of $40 million was generated from 
work for other carriers in 1981. The company is particu- 
larly interested in international markets for its customer 
contract work. 

The first deliveries of the new L1011-500 aircraft were 
integrated successfully into the airline’s fleet and 
Vancouver was designated as the L1011-500 Line 
Maintenance Base. The refurbishing program for the 
DC-8 aircraft cabin interiors was completed, and a $27 
million program to upgrade passenger appeal of 34 
of the DC-9 fleet commenced during the year. The 
program, which was predicated in part by the absence 
of suitable and more efficient replacement aircraft of 
comparable size, consists of a complete overhaul of the 
DC-9 interior, as well as major technical and structural 
improvements, all scheduled for completion within the 
next twelve months. 

Maintenance Branch technical training involved 


144 000 trainee hours during 1981 covering the skill 
requirements for existing and newly acquired aircraft as 
well as new technology for the next generation, the 
Boeing 767. Objectives were also achieved in the 
provision of trade category training in the French 
lanquage. 

As part of the corporate energy conservation plan, 
one of the largest solar energy installations in Canada 
was completed at the Air Canada Base at Dorval, in 
cooperation with Public Works Canada. The new 
installation pre-heats water used by personnel, and for 
some operational processes. 

Refinement of flight schedules to reflect market 
demand more precisely resulted in no new pilot hirings 
by the Flight Operations Branch in 1981. The total 
active flight-deck complement was 2 022 at year end, a 
reduction of 40 from the previous year, achieved 
through attrition. 

Simulated flight training for Air Canada personnel 
totalled 37 300 hours. Pilot training contracts for other 
carriers, utilizing simulator, classroom and actual flight 
training, generated in excess of $3.5 million of 
incidental revenue. 


Live cargo shipments, Halifax 
In-flight meal preparation, Vancouver 
In-flight customer service 


Flight simulator training 
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Purchasing & Supply Branch concluded a consign- 
ment agreement for the disposal by sale of $10 million 
worth of surplus and inactive inventory, as part of the 
process to maintain an effective and efficient spare 
parts inventory. Inventory levels were maintained 
considerably below industry norms while supply 
performance standards were improved. 

While greater availability of fuel stemmed and, in 
some cases, reversed the trend to price escalation in 
the rest of the world, the cost of Canadian petroleum 
moved upwards in the wake of the 1980 National 
Energy Program and the more recent agreement 
between the Federal and Alberta Governments. The 
average price of Air Canada’s domestic fuel in 1981 
exceeded the previous year by 52 per cent. Outside 
Canada the increase averaged seven per cent. 

The airline’s total fuel and oil expense was $567 
million — $149 million higher than in 1980 — with fuel 
boarded in Canada representing 78 per cent of the 
system volume. 

Numerous aircraft modification and flight operational 
programs were initiated during the year, calculated to 
save more than one per cent of the airline’s total fuel 
consumption when implemented fully. 


Airline Sales & Service 
Activity in the Airline Sales & Service group was best 


Precision maintenance, Dorval 


characterized by the launching of a formal, comprehen- 
sive “Program for Effective Productivity” to respond to 
the challenges facing the Corporation in the 1980’s and 
beyond. The program involves the participation of more 
than 13 000 employees at all levels. 

During 1981, Airline Sales & Service generated in 
excess of $44 million in incidental revenue from pas- 
senger, cargo and ground handling services performed 
for other carriers; and from in-flight services and 
miscellaneous sales commissions. 

The In-Flight Service Branch, representing 3 450 
employees, played a major role in the positive customer 
reaction to new services such as Connaisseur, Sky- 
saver and Sun Charters. 

A number of in-flight service amenities were 
upgraded. More advanced and comfortable headsets 
were provided for the entertainment system, and 
projection equipment using video cassettes was 
installed on DC-8 aircraft. 

Effective aircraft utilization by Payload & Operations 
Control contributed to an on-time departure perform- 
ance of 79 per cent within five minutes of published 
schedule. Air Canada continues to rank among the top 
North American trunk carriers in this important 
measure of airline reliability. 

Nearly 7 000 Boy Scouts flew Air Canada charters to 
attend the National Jamboree held in Banff, repre- 
senting the second largest domestic charter movement 
in the company’s history. Internationally, 11 000 
passengers were moved between Casablanca, 
Morocco, and Jeddah in Saudi Arabia in the annual 
Islamic pilgrimage to Mecca. 

Major changes were carried out to baggage facilities 
at Toronto to improve baggage handling and working 
conditions at Canada’s busiest airport terminal. Fibre- 
glass containers were introduced to reduce baggage 
damage and weight. 

Conversion of gasoline ramp vehicles to diesel and 
battery power was introduced at Montreal, and fixed 
auxiliary ground power installations were completed at 
Toronto, Montreal and Quebec City airports as energy 
conservation measures. 

New Maple Leaf lounges were opened at Miami and 
Chicago according to plan. 

The International Year of the Disabled was marked 
by a greater effort to improve procedures related to 
travel of disabled and handicapped people. The “Visual 
Ear”, a device to permit people with speech and hearing 
disabilities to make reservations manually, was made 
available across Canada. A special container was 
developed and given Government approval for the 
carriage of electric wheelchair acid batteries in flight. 
Life-support systems such as portable dialysis units are 
now carried at no extra charge, and procedures were 
developed to permit carriage of quadriplegic passengers 
requiring use of breathing systems during flight. 


Airline Planning & Coordination 

The complexities of the economic and regulatory 
environments, and their impact on Air Canada’s short 
and long-term production needs, fleet requirements and 
deployment, intensified the role of Airline Planning & 
Coordination in 1981. 

Delicate balancing of the airline’s scheduled services 
to respond to both market demand and corporate 
economy made a significant contribution to the Corpo- 
ration’s performance. Adoption of flexible schedules 
throughout the year, rather than the traditional April 
and October seasonal changes, was one of the 
measures taken to adjust more quickly to fluctuations 
in the business travel market. 

All flights linking New York with Toronto and 
Montreal were moved to LaGuardia Airport to accom- 
modate the business community, and Montreal flight 
frequencies were increased. 

Service from Chicago to Montreal and Toronto was 
reduced to two flights daily. Frequencies were also 
reduced on Montreal/Ottawa, and Toronto/Miami 
routes to match market demand. In the Caribbean, 
services to Barbados and the Bahamas were reduced. 

At year-end, the Air Canada fleet totalled 127 aircraft, 
consisting of seven Boeing 747’s, 18 Lockheed L1011’s, 
15 Douglas DC-8 passenger aircraft, 10 cargo DC-8’s, 
36 Boeing 727’s and 41 Douglas DC-9’s. Two L1011’s, 
previously leased for the peak summer season only, are 
now in use year-round, which allowed the lease of two 
L1011’s to Air Lanka until October, 1982. 

Future fleet plans call for the gradual phasing-out of 
the passenger DC-8 aircraft to be replaced by Boeing 
767’s, an increase in the 727 fleet to 39 aircraft, and a 
gradual reduction in the number of DC-9’s. 

In the area of Government & Industry Affairs, 
participation in intergovernmental negotiations on 
bilateral air services continued to be a major activity of 
the Corporation. 

A bilateral agreement was reached between Canada 
and the Federal Republic of Germany which provides 
for the entry of a German carrier into Western Canada, 
and for significant international air transportation 
expansion opportunities for Canada. Air Canada gained 
intermediate rights from three cities between Canada 
and Germany, unlimited access to all destinations 
beyond Germany, and the lifting of restrictions on 
capacity and frequency out of Canada that had 
hampered the orderly growth of the Canada-Germany 
market. 

Bilateral negotiations with the United States, Air 
Canada’s largest non-domestic market, opened in 1981. 
The current scheduled route structure, aided by 
natural factors such as geography and market size, 
has created an imbalance in favour of the U.S. 

Air Canada maintains that any revision to the route 
structure must address this problem. 


Air navigation and airport charges almost tripled in 
the seven years from 1974 to 1981, from $27 million to 
$79 million. There is now some indication of a trend 
towards more moderate increases, which Air Canada 
attributes to two developments: renewed emphasis on 
consultation between providers and users of airport 
facilities, and willingness of the airlines to challenge in 
the courts what they believe to be excessive charges. 


Passenger Planning & Marketing 

Air Canada held its own in a turbulent and sensitive 
marketplace in 1981 through a combination of 
aggressive competition and increased responsiveness to 
customer demands. 

The year saw additional domestic and international 
competition for the airline. Wardair introduced scheduled 
charter and cargo services to the transcontinental 
market. CP Air and the regional carriers launched new 
routes and increased frequencies. Internationally, British 
Airways commenced operations into Western Canada, 
and new transborder services were introduced by 
several U.S. airlines. Price wars in the United States 
resulted in lower fares over the Atlantic, attracting 
traffic that might otherwise have been carried on 
Air Canada services. 


Hydraulics testing, Dorval 
X-ray inspection, Dorval 
Air mail, Toronto 


Bilateral and regulatory issues also had negative 
effects on Air Canada’s competitive presence. Delay in 
reaching agreement with West Germany forced Air 
Canada to reduce its summer schedule, and further 
growth in this market was stifled. Domestically, suspen- 
sion of regulatory approval for some “connector” fares 
made the new Sun Charter program less attractive to 
the smaller centres of Canada. 

Sun Charters was one of the major product innova- 
tions of 1981. Introduced to repatriate traffic from U.S. 
carriers and charter operators offering direct service, 
these seasonally-planned flights to holiday destinations 
such as Honolulu, Las Vegas, Fort Lauderdale, and 
other cities not on regular Air Canada routes, are 
proving very popular and give Canadians low-price 
access to a growing number of leisure destinations. 

Other innovations also effectively met the challenge 
for customer attention. 

The new L1011-500’s were positioned in Western 
Canada to give the company a competitive aircraft, 
superior operational economics, and a good balance of 
full-fare and promotional space to European destinations. 

A winter slump in North Atlantic traffic was met with 
seat sales from major Canadian centers to the United 
Kingdom, Germany and France. 


Solar energy installation 
Small package services 
Flight deck L1011 
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All domestic bargain fares were brought under a 
standard pricing concept called “Skysaver” to permit 
passengers to take advantage of promotional rates for 
their leisure travel on a year-round basis. 

New domestic Night Coach fares were introduced on 
an experimental basis to selected markets. This “time- 
of-day” pricing was an effective competitive tool and 
also utilized unused overnight capacity. 

“Connaisseur Service” continued to attract the full- 
fare passenger in an age of discount prices. It features 
special check-in counters, complimentary bar, choice of 
menu, special boarding sequences, and when the load 
permits, more room per passenger. During the past 
year it was made available in Regina, Saskatoon, and 
Winnipeg in the west, St. John’s and Halifax in Atlantic 
Canada, and Los Angeles, San Francisco, Dallas/Ft. 
Worth and Houston. 


Cargo 

Competition intensified on all major cargo routes in 
1981. Air Canada was faced with the growing capacity 
of regional and mainline competitors, entry of a new all- 
cargo airline, and the sale of cargo space on domestic 
passenger charter operations. Foreign carriers were 
more aggressive on the North Atlantic. 

The Cargo Branch responded successfully with new 
services and new rates. 

Volumes of air freight increased by 3.9 per cent for 
the year, matched by a 6.1 per cent increase in 
revenue. Despite a six-week postal strike, mail volumes 
grew by 1.9 per cent. Small package revenue reached 
$28.3 million, representing a particularly encouraging 
increase of 59.4 per cent over 1980. 

An eastbound prime-time freighter out of Western 
Canada was inaugurated, providing all-cargo through 
service between growth centres in Western Canada 
and the Atlantic Provinces. A Boeing 747 with mixed 
passenger/cargo configuration was introduced on the 
Toronto/Los Angeles route to maintain Air Canada’s 
dominant position in competition with two major 
American carriers. 

Conversion of DC-8-63 passenger aircraft to all-cargo 
configuration brought to four the number in service at 
year-end, with two additional aircraft scheduled for 
completion in 1982. 

More effective utilization of personnel and facilities 
received major emphasis throughout the year. For 
example, cost of a new control system for baggage and 
cargo containers was totally offset through reduced 
rental payments to other airlines and rationalized use 
of equipment. 

New cargo terminals were completed in Edmonton, 
Quebec City and Boston, and facilities in Toronto, 
Miami and Paris were upgraded. Planning progressed 
for new terminals at St. John’s, Halifax, Tampa 
and Los Angeles. 


Corporate 
Finance & Planning 


D. J. Groom 

Senior Vice President, 
Corporate Finance & 
Planning 


The difficult conditions prevailing during 1981 
adversely affected profitability and cash flow, 
placing a premium on financial planning, cash 
management and timely production of accurate and 
reliable management information. All these areas were 
the subject of special attention by the staff support 
functions of Corporate Finance & Planning. 

The Corporation’s thrust for improving employee 
satisfaction and productivity is being actively pursued 
in Winnipeg, where the greater part of the staff is 
located. Formal programs were launched to deal with 
the problems of working in today’s rapidly changing 
social and technological environment. The resultant 
increase in commitment and job satisfaction has 
produced some gratifying advances in productivity. 

Major automation improvements are being introduced 
to enhance management information systems. An 
advanced credit administration system was brought 
into operation in 1981 to support the enRoute Credit 
Card, and a new payroll system will be introduced 
during 1982. Work is continuing on a highly flexible 
financial reporting system and on a performance 
reporting system, tailored to the needs of regional Sales 
& Service management. 

The Corporation continues to arrange financing for 
aircraft and engine acquisitions on the best possible 
terms. Commitments totalling almost U.S. $1.3 billion 
have been obtained from export credit agencies in the 
United States, the United Kingdom and France to 
finance firm orders and options on aircraft, engines and 
spare parts which will be delivered over the next five 
years. Fixed interest rates on these credits range from 
eight per cent to 10 per cent per annum. In the current 
environment of high, volatile interest rates, and 
uncertainty concerning the availability of fixed rate 
debt, these arrangements are extremely beneficial. 


In the course of the year, the Corporation drew down 
$153 million of aircraft financing loans from export 
credit agencies. 

Additional funding for the fleet re-equipment program 
was obtained from the Corporation’s own resources in 
1981 and is reflected in a reduction in the level of cash 
and short-term investments. As a result, the previously 
high working capital ratio has declined to a more 
normal level. 

Interest earned on short-term investments during 
1981 totalled $36 million, compared to $35 million in 
1980, while average daily short-term investments 
declined from $267 million to $225 million. The increase 
in interest income is attributable to a sharp rise in 
interest rates during the latter half of the year. Short- 
term investments at the year-end were $137 million, 
compared to $302 million at the end of 1980. 

Management of foreign exchange exposure continued 
to be an important concern, particulary as aircraft 
purchases and related financing are concentrated in the 
United States and the United Kingdom. In 1981, 
approximately 25 per cent of total cash receipts and 36 
per cent of total cash disbursements were in currencies 
other than Canadian dollars. To control these funds Air 
Canada operated 87 bank accounts in 25 countries. 

Aggregate book value of the four pension funds 
which Air Canada manages for its Canadian and foreign 
employees surpassed the one billion dollar mark during 
1981 and totalled $1.1 billion at year-end. The $197 
million growth in assets came from $62 million of 
company and employee contributions, net of pensions 
paid, together with record investment income of $135 
million, including $38 million of realized capital gains 
from trading activities. Interest rates increased sharply 
during 1981 and, while the high rates made a major 
contribution to the income earned by the funds, they 
had a significant depressing effect on the market values 
of both fixed interest securities and equities. At 
year-end, market value of the funds’ assets was $59 
million less than book value, compared with the 
previous year-end when market value exceeded book 
value by $40 million. In comparison to other large 
Canadian pension funds, Air Canada’s performance 
continues to exceed the median. 


Effects of Changing Prices 

In previous years the Corporation provided certain 
supplementary information designed to show the effects 
of inflation on its results. In December 1981, the 
Accounting Research Committee of the Canadian 
Institute of Chartered Accountants issued a revised 
exposure draft dealing with this subject entitled 
“Reporting the Effects of Changing Prices”. The 
Committee’s recommendations are now being studied 
and provision of inflation-adjusted results will be 
deferred until the recommendations are finalized and 
their applicability to Air Canada ascertained. 


John W. McGill 
Executive Vice President & 
Chief of Group Enterprises 


Charter packages, Touram 
enRoute Card privileges 
Foreign airlines maintenance contracts 


Group 
Enterprises 


Major thrusts of Group Enterprises throughout 
1981 were to expand the use of communica- 
tions technology in the Corporation’s search for 
greater productivity, to broaden the corporate earnings 
base by entering potential markets for Air Canada 
technology, and to seek out sound investment 
opportunities in compatible diversified activities. 


Computer and Systems Services 

A new Marketing and Sales division was established to 
market aggressively the company’s existing and new 
computer products and services, primarily within travel 
and travel-related industries. 

Air Canada’s passenger reservations system, 
ReserVec II, attracted new customers during the year. 
Over $22 million in revenue was derived from 15 major 
contracts in 1981, and this activity is expanding at 
approximately 30 per cent per year. Approximately 
1 600 travel agencies and commercial accounts of the 
airline are now users of the ReserVec II system. Several 
international airlines, all Canadian regional carriers, and 
a growing number of third level and commuter airlines 
have contracted with Air Canada for display of their 
flight schedules. 

Some 100 MAC (Mini Administration Computer) 
systems, a by-product of ReserVec II, have been 
installed in travel agencies from St. John’s, Nfld. to 
Victoria, B.C. MAC provides the travel agent with an 
automated management information, accounting and 
control facility within the agency. Planned future 
development will make it adaptable to multi-branch 
agencies as well. 

The ReserVec II network, with landlines, microwave 
links and trans-oceanic cables, now covers all North 
America with spurs into the Caribbean and connections 
across the Atlantic and Pacific. 

Plans were announced for the construction of a new 
$23 million Computer & Systems Service Centre in 
Winnipeg. The new centre will house approximately $25 
million of new computer hardware, as well as the host 
facility for Air Canada’s next generation passenger 
reservations system, PRISM, which should be opera- 
tional in the 1984-85 time frame. 

Several internal computer/communications systems 
were introduced during the year in the areas of 
passenger service, fuel management, personnel 
planning, and financial management. 


Subsidiary and Associated Companies 
Air Canada’s investment in diversified enterprises 
produced satisfactory results in 1981. 

Guinness Peat Aviation Ltd. of Shannon, Ireland, in 
which Air Canada has a 29.3 per cent interest, 
recorded a net profit of $7.1 million for the year ending 
March 31, 1981, an increase of $2.2 million over the 
previous year. By late 1981, profits of $8.6 million were 
projected for the fiscal year ending March 31, 1982. 


Nordair Ltd. strengthened its network in Eastern 
Canada and the North. The regional carrier, in which 
the Corporation holds an 86.5 per cent interest, 
competes with Air Canada, CP Air, international, 
regional and third level carriers on scheduled routes in 
Quebec, Ontario, Manitoba, the Northwest Territories 
and the United States. The company is also active in 
international charters, particularly to southern 
destinations. 

Nordair Ltd. recorded a net profit after taxes of 
$2.2 million in 1981, a decline from 1980 due primarily to 
the cost, competitive and low market growth pressures 
affecting the industry as a whole. A 16-day labor dispute 
had no marked impact on 1981 results. 

Air Canada made its first venture into the general 
aviation field during the year in acquiring a 30 per cent 
interest in Innotech Aviation Limited, a Canadian 
company specializing in technical and contract services 
for executive aircraft, custom interiors, and general 
maintenance and aircraft sales. With the rapid growth 
in corporate fleets this investment has provided the 
Corporation with a share in one of the fastest 
developing air transport markets in North America. 

The enRoute Card, which operates as a separate 
business centre within the Corporation, strengthened 
its position (in terms of sales generated) as the largest 
airline credit card in the world. In 1981, sales increased 


Computer Centre, Toronto 


more than 30 per cent over the previous year. 

Every major trunk, regional and third-level carrier in 
Canada accepts the enRoute Card. In the United 
States, American Airlines and Frontier Airlines began 
honoring the card in 1981. LOT Polish Airlines and 
Lufthansa German Airlines joined British Airways in 
expanding the services of the card internationally. 

More than 8 000 leading hotels, car rental agencies 
and fine restaurants at locations across Canada, the 
United States, the United Kingdom, Europe and the 
Caribbean currently accept the card. 

Sales volume growth of 457 per cent was realized 
in 1981 by Touram Inc., a wholly-owned subsidiary 
specializing in the organization of package tours and 
other travel-related services. Touram handled the 
airline’s new Sun Charter program as well as marketing 
its traditional products, Skifari, Escorted Motor Coach 
Tours, and tour facilities for the Air Canada Silver 
Broom World Curling Championship. In addition, 
Touram introduced cruise vacation packages involving 
19 different cruise ship companies. 

Another new venture developed in 1981 was a 
comprehensive Professional Aviation Management 
course, the result of a joint effort by Air Canada and 
McGill University, to be presented during June 1982. 
The course is intended as a practical program for 
senior high potential managers from civil administration, 
airport and airline management, and for participants 
from the aviation manufacturing industry worldwide. 


Corporate & 
Human Relations 


J. E. Whitelaw 
Senior Vice President, 
Corporate & 

Human Relations 


Sponsorship program, Canadian Opera Company 


Major areas of concentration for the Corporate 
& Human Relations group during the year were 
managing the development and utilization of the 
company’s human resources, creating awareness of the 
need for flexibility in management and in the workforce 
to meet changing conditions, strengthening of internal 
dialogue, and internal and external communications in 
support of corporate policies and programs. 

It was a year of consolidation and consultation with 
union groups, following the successful negotiation and 
ratification of contracts with all twelve of the airline’s 
unions in 1980. 

Several joint company/union committees were 
actively engaged in projects to improve the quality of 
working life. A labor relations communication and 
education program was marked by union/headquarters 
management meetings, labor relations training courses, 
and the publication of a Labor Relations Handbook for 
managers and supervisors. 

Some half million man hours were devoted to upgrad- 
ing the skills of contract employees. In addition, more 
than 1675 management employees attended 100 
company-sponsored training courses. 

The joint union/management Employee Assistance 
Program, introduced towards the end of 1980 to help 
employees experiencing problems of a personal nature, 
continued to expand as employees became more aware 


of the services it provides. 

In recognition of the International Year of the 
Disabled, Air Canada developed improved policies for 
the employment of the disabled, and implemented an 
information program to increase corporate awareness 
and sensitivity to their problems and potential. 

Several new employee recognition programs were 
initiated. The Award of Excellence Program honored 43 
top performers in its initial year. A new scholarship 
program for children of active and retired employees 
was introduced and 11 scholarships awarded. 

Air Canada’s “40-year Club” was inaugurated during 
the year with the induction as charter members of 54 
active and retired employees who have achieved 40 
years of service or more with the company. 

Reflecting Canada’s interest in the third world, the 
Corporation negotiated with nations of the Caribbean 
to establish a series of educational scholarships in 
those countries served by Air Canada. 

Employee support for annual charitable appeals 
under the company’s payroll deduction plan reached 
$509 000 in 1981, and was complemented with 
additional funds and other forms of assistance from the 
Corporate Donations Program. 

The Corporate Donations Program enabled Air 
Canada to respond to appeals from a broad range of 
national and local organizations in the areas of health, 
welfare, social development, culture and the arts, 
education and amateur athletics. 

Support for community activities included major 
programs such as the Silver Broom World Curling 


Championship, which drew international attention 
to the airline and the country; Academy of Canadian 
Cinema’s Genie Awards; the Financial Post Con- 
ferences, now in their eighth year; the National Midget 
Hockey Championship; and the Men’s Seniors Golf 
Championship, a new sponsorship initiated in 1981. 
The Corporation moved to establish a positive and 
comprehensive dialogue with employees, using an 


audio-visual presentation, “The Air Canada Challenge”, | 


to promote discussions throughout the company. The 
presentation puts forward the realities facing the airline 
in the 1980’s and was designed to develop a greater 
sense of shared responsibility for the company’s future. 
Discussion groups started in late 1981 and are 
continuing throughout 1982. 

The first Annual Report to Employees was published 
in 1981. The report shows how the professional and 
personal achievements of employees contribute to 
company performance. 

Keeping the external public informed of the 
Corporation’s policies, strategies and programs 
assumed greater significance during the year in light 
of the complex socio-economic problems facing Air 
Canada and the global air transportation industry. This 
fundamental communications role of the Corporate & 


Human Relations function is especially significant in 
that the Canadian public constitutes the ultimate 
owner of the national airline. 

Developments in the language area included publica- 
tion of a lexicon of flight operations terms along with 
vocabularies for cargo, personnel, and administration 
work. A similar vocabulary for commissary work and a 
lexicon for “learner” and junior mechanics training 
were under development. Air Canada has become an 
industry leader in the field of specialized vocabularies. 

Ninety-five per cent of the 2 000 forms in use by the 
airline are in bilingual format and two-thirds of the 
technical manuals scheduled for translation have been 
completed. Some 1 000 employees took language 
training in 1981. By year-end, 57 per cent of Air Canada 
flight attendants and 41 per cent of passenger agents 
were bilingual. 

Air Canada initiated its own autonomous medical 
service during 1981 with the appointment of a 
Corporate Medical Director and the integration of 
medical facilities in Montreal, Toronto and Vancouver 
previously provided by Canadian National. 

This action underscores the company’s dedication to 
the occupational health needs of its employees, as well 
as the specialized medical problems of its passengers. 
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Senior Vice President, 
Ontario 


The President and Chief 
Executive Officer is 
represented in Ontario 
by the Senior Vice President, 
Ontario, who is the senior 
officer of the Corporation 
located outside corporate 
headquarters. 

The Senior Vice President, 
Ontario plays the key role in 
Air Canada’s relationships 
with business, government, 
and community leaders in the 
province, and in representing 
the company’s interests with 


provincial travel industry J. M. Callen . 
associations Senior Vice President, 
Ontario 


The competitive situation 
in Ontario continues to 
grow. In Toronto alone the company competes with 
eight Canadian, six U.S., eight international and 24 
charter carriers. 

Air Canada serves nine on-line communities in 
Ontario and provides ground-handling services for Air 
Atonabee, Air Florida, Air France, Air Jamaica, Air 
Ontario, British Air Tours, Nordair, NorOntair, Pacific 
Western Airlines, Swissair, Viasa and Worldways 


Canada Ltd. 


Corporate & 
Legal Affairs 


Activities of the 
integrated services of 
the Law Branch, the 
% Secretary of the Company, 
Government Affairs, and 
Security, which constitute 
Corporate & Legal Affairs, 
reflected the many new 
demands being made on Air 
» Canada in the ’80’s. New 
, commercial approaches, 
diversification and productivity 
improvement are some of 
these demands. As well, 
changes in social attitudes in 
areas such as consumer 
protection and human rights 
R. T. Vaughan, Q.C., LL.D. add a new dimension to the 
Senior Vice President, relationship between 
Corporate & G eee A 
Tesaieans overnment and business an 
have a particular effect on 
Crown Corporations operating 
in a commercial environment. 


Agency Agreements 

The guidelines concerning commercial practices of 
Crown Corporations require disclosure of sales and 
procurement agents and the aggregate remuneration 
they have received. There were more than 35 600 
agents involved in the selling network for the 
company’s transportation services. As permitted under 
the guidelines, and for practical reasons, the Board 

of Directors has approved an exception to the 
requirement that their individual names be disclosed in 
this report. 

During the year, 8 682 of these agents received 
commissions in connection with passenger sales 
and 1 694 in connection with cargo. The aggregate 
remuneration paid to these agents in the year was 
$119 214 000. 

Aggregate remuneration to other sales and procure- 
ment agents in the year was $420 247. The agents were: 
Guinness Peat Aviation Ltd. (fees for lease of two 
Lockheed L1011 aircraft to Air Lanka); 98020 Canada 
Inc. and G.A. Norris Enterprises Ltd. (payments for 
services in connection with the enRoute credit card); 
Mr. H.G. Murray (sale of advertising space on forms 
and brochures); Aviation Systems International Inc. and 
Pacific Air Industries Inc. (commission on sale of 
redundant aircraft material). 


Acknowledgement 


The dedication, professionalism and loyalty of more 
than 23 000 employees played the significant role in 
Air Canada’s achievements during the past year. 

The Board of Directors expressed its appreciation by 
resolving that the following be recorded in the minutes 
of the first meeting held in 1982: 

“At a time when there is little or no growth in the 
marketplace, when the economy is in disarray and 
competitors are frantically snapping at our heels and 
when fuel and operating costs relentlessly follow an 
ever-upward spiral, the one variable factor which can 
influence our fortunes and bring success to our 
enterprise is the contribution made by our 23 000 
employees. Their performance has been of the highest 
degree and we are confident that the same level of 
dedication and commitment will continue in the future. 
Truly, these are difficult and uncertain times in the 
industry we serve. With this in mind, we consider it an 
honor to propose that this meeting — the first of 1982 
— record a special vote of thanks to the employees of 
Air Canada for the way they responded in facing the 
difficult challenges of the past year and continued to 
build a reputation in Canada and abroad, of which they 
can be justifiably proud.” 
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AIR CANADA (&) 
CONSOLIDATED FINANCIAL STATEMENTS 


DECEMBER 31, 1981 


AIR CANADA (#) 


CONSOLIDATED BALANCE SHEET 
DECEMBER 31 (in thousands of dollars) 


1981 1980 
ASSETS 
Current 
Cash arid: Short-lern ii vesttnents:.<1.cas eace ge biecs cig ei  ctetaite oe aera nee ene an a $ 97914 $ 262 292 
Accounts receivables 505.55 ia 6 ciate esata ew eitcee aie hit d Se SG ere Ran Re ene eee 196 309 200 320 
Spare parts, materials andsapphies: | ...0 wen ose ce ee ae ne renee 84 278 73 680 
Prepaid expenses (i. 22) scr. sees ais eran tio re eeenGn oa aes me Tne erate eae 3 228 2 695 
Deferred income taxes “aise iscic ns Sale esl Se ee OPI on Cane ie es ent eee 29 670 ZU 353 
411 399 566 320 
Property and equipment (note 3)ia.cc4 25. a nee oe ee ere ek eras Gea aes 1 254 068 896 075 
Flight equipment under capital leases (note 4) ........... cece eee ee cece eens 156 792 184 058 
Investment in other companies (note 5) ......... cece cece eee cece eee eens 44 582 40 280 
Long-term receivables and deferred charges ...............ecececeeeeees 3 087 1578 
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$1 869 928 $1 688 311 


LIABILITIES 

Current 
EGOUIM SIMO AMG ACCEUCC MADIIIES -snys:co4 eaves vies aise 46 c)eceles's 66 v bones 
PEN GC aIG Oil OS MIN i puiaae iG se Mey Se ictan io. aid co 30) @ 8th acs wise ws wh oa 


Current portion of long-term debt and capital 
OMENS) EET IVT EN A ree ® OMe 7 ie Pare gy De aps aR I Me can ge 


POM eLMNUeDL ROO) Pcie acta sea wists e cole co's Mies Gbw Din ald aie kEE Ab ew 48 


Long-term obligations under capital leases (note 7) .......... 0... cece eens 


OMmermiong-terin MADUINICS 6. on bck on A Kee ole es Sia sel ce bse a Rees 


Deferred credits 
ID cler RCC Onie Pak Csum. ei acon Tee atrial is cad oe ose aA Gots eel cad wen be os 
eae aE A oN EL ae LOR Torn se AWA Rit a Be dene cso Md Vehooe iene & omens 8 


SHAREHOLDER’S EQUITY 
Share capital 
Authorized: $750 million divided into shares 


of one thousand dollars each 
PSCC ANiC UWI AIC tcre 7 OU ain ACS wresoe sate nat opsis tas iiepamelexera. S Aaun Hleladlis (evae/iae ace 
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See accompanving notes. 


1981 


$ 236 598 
161 991 


___ 66.945 


465 534 


470 100 


172 977 


10 099 


210 984 
12 079 


1 341 773 


329 009 


199 146 


528 155 


$1 869 928 


1980 


$ 209 366 
150 780 


Dou oS 


415 929 


374 191 


203 557 


10932 


173 467 
9 008 


1 187 084 


329 009 


172 218 


SUL Z27 


$1 688 311 


AIR CANADA (*) 


CONSOLIDATED STATEMENT OF INCOME AND RETAINED EARNINGS 


YEAR ENDED DECEMBER 3] (in thousands of dollars) 


1981 
Operating revenues 
PASSENGEE I Ly 3 Gay mesh a 8 alld ee ch gua ted wna eair elle SCR Gue Care tothe eel re ee aoe $1 856 997 
Cara ee BO ATI URI Sans Sh Ua Nene rn Ae 255 287 
Contract Services and Others swig sath Bost eect aes eee eee Oe aoe et era 145 947 
_2 258 231 
Operating expenses 
Salaries; wages and Denelits: 4.c.c-c airels macs oy en ee caren ees See eine tale meg 773 464 
Aimeratt fuel! SPs ee ears ai aise g tite Ae eee ened iho ev tee cole ne cae te ane ana oi 567 183 
Sales COMMISSIONS) 255.4 ne Aiea eae cavel aust alah coca: Sern ane Aeeee ieee eer nate ne ese eee ae 142 934 
Maintenance materials: supplies-eind Senvicess (hee nie cient rennet vane ater aes 119 552 
Passenger meals*and Services) vansc aves, « cleo GUN vac Tern Toe ore en 102 063 
Depreciation, amortization andtobsolescences 2h) aisiers aie. cve es oe me ve eae: 131 155 
Ot’ od kee AEM Siac bila eae he eGo ere dat ROE Ue ties ls eo Pe Pa ___348 279 
2 184 630 
Operating inGome Ga. ee ee ee cs ne or ne ee sey ___73 601 
Non-operating income (expense) 
Interest on long-term debt and capital 
ease Obligations tH vache tae oe cade ek tesa ie Sete ee ROY Sect sche eR aoe aun tint (54 539) 
lriterest INCOM a we etek aN ale ces Stk Ue Nh ee me Alla aves ea nent mene me 38 006 
Interest capitalized s2s so 5 Gi ea ate tae areeeenie era teers ale gh ea Cure eh te a ree 7 093 
Gain on disposal of property 
Fel gCelm=26| 6b) 0) gd 23 01 mune EA IPN EN eon nen SHI nreME Nn. G Ae Sat oe ye te A in aeacucudt ey 7 359 
©] | ol) aur Rr OP rather peru Unie er om Maes Das LG ON aie a ee cet! Ges sg 3 789 
1 708 
Income before income taxes 065.5 6 2s ee ee en so eee ee 75 309 
Provision for deferred income taxes ............. 0c ccc cece een eee eeeees 35 181 
Net income 1555) 5 sc 5.4 Se al gue eile ate el ee eee ee 40 128 
Retained earnings at beginning of year ........ 0... 0c ccc cee eee 172 218 
Dividend paid i570 tie ches oo otek ererah Age te ee et re 13 200 
Retained earnings at end of Year 25 603 be sos hou esa ene fas leno eee $ 199 146 


See accompanying notes. 
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CONSOLIDATED STATEMENT OF CHANGES IN FINANCIAL POSITION 


YEAR ENDED DECEMBER 3] (in thousands of dollars) 


Funds provided from: 


WRUNG SAILO MMO MEN AIIOMS (0-6 60 bua: ccd grace Gace oacdie one Se 


Long-term borrowings 
Proceeds on disposal of property and equipment 
Increase in advance ticket sales 


AOAC Ss OKOUKIEC: sake ee car vtits a -tis eustalls oss ohtueteacmonts ca 


Funds used for: 
Property and equipment including progress payments 
Repayment of long-term debt 
Repayment of capital lease obligations 


Investment in shares of other companies ...........+. 


Increase in spare parts, materials and supplies 
Dividend 


(QHURTERE hop. ahr ROU esa Rage a MCS AOR Oe er eee 


See accompanying notes. 


AUDITORS’ REPORT 


To the Honourable 

The Minister of Transport, 

Ottawa 

and 

To the Board of Directors of Air Canada: 


We have examined the consolidated balance sheet of 
Air Canada as at December 31, 1981 and the consolidated 
statements of income and retained earnings and 
changes in financial position for the year then ended. 
Our examination was made in accordance with 
generally accepted auditing standards, and accordingly 
included such tests and other procedures as we 
considered necessary in the circumstances. 

In our opinion, these consolidated financial statements 
present fairly the financial position of the Corporation as 


Ce 


eoece ee oe ee ee we ee ee ee ew eo 


1981 1980 

LG ya eT SEED $223 234 $243 974 
SU eeehe dd Meath tcondcata asta’ 152 774 64 979 
BS CADE re oe Oe eee 18 160 13721 
RT RL Lees ae erin hme meget — 11211 81193 
Seen hare pi nls sade e Owe a5 a 405 379 360 427 
aA to oars seep EN Ne ath ure ind 472 388 286 232 
BPN iicscs snk Uh te a al 41 437 31692 
ses Uinistate meaierate ote caiais sith te so 19 186 18 630 
SOE Mes ore Sica cond Ae Tae 8 4 460 8 976 
Lee IR tdy oS tule le i lacs ois 17 938 ZI B09 
cinder lee apres ona a ean airhaidvar ais 13 200 13 200 
Ras OO eo ote eT 1148 3 446 
Si sig WEsTe WEP eLETE yai4 ler elses tes 569 757 389 535 
crap teeta by eiea uate Raper col 164 378 29 108 

Pe Hee ea RUE eh oo Faas 262 292 291 400 
thx ‘aig  ee NAMEN take Oly Says $ 97914 $262 292 


at December 31, 1981 and the results of its operations 
and the changes in its financial position for the year then 
ended in accordance with generally accepted accounting 
principles applied on a basis consistent with that of the 
preceding year. 

We further report that, in our opinion, proper books 
of account have been kept by the Corporation and the 
accompanying financial statements are in agreement 


with the books of account. 
Boedon 
Chartered Accountants 


Montreal, Quebec 
February 15, 1982. 


AIR CANADA () 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


1. Summary of significant accounting policies 

a) Consolidation 

The consolidated financial statements include the 
accounts of Air Canada and its wholly-owned 
subsidiaries, Touram Inc., and Airline Maintenance 
Buildings Limited. All inter-company transactions have 
been eliminated. 

b) Depreciation and amortization 

Property and equipment, including assets under capital 
lease are depreciated or amortized based on the 
straight-line method over their estimated service lives. 
Gains or losses on dispositions of property and 
equipment are reflected in income. 

c) Maintenance 

Maintenance and repairs are charged to operating 
expenses except for significant modification costs which 
are capitalized. 

d) Spare parts 

Provision is made for obsolescence of aircraft spare 
parts based on the estimated service lives of the related 
aircraft. 

e) Airline revenue 

Airline passenger and cargo sales are recognized as 
Operating revenues when the transportation is used. 
The value of unused transportation is included in 
current liabilities. 

f) Interest capitalized 

Interest on funds used to finance the acquisition of new 
aircraft and construction of major ground facilities is 
capitalized as part of the cost of the asset. 

g) Translation of foreign currencies 

Assets and liabilities denominated in foreign currencies 
are translated at year-end exchange rates and resulting 
gains and losses are included in income. 

h) Investment in other companies 

The excess of the acquisition costs of investments over 
the Corporation’s proportionate share of the underlying 
net book value of the assets acquired is amortized over 
its estimated useful life. 


2. Change in aircraft service lives 

Major modifications are being made to DC-8 and DC-9 
aircraft. As a result, the service lives of these aircraft 
have been extended, which, in 1981, resulted in a 
reduction in depreciation and obsolescence expense of 
$14 million. 


3. Property and equipment - 
1981 1980 


Flight-equipment waaeted<cx $1 596 386 $1 186778 


Ground equipment and 


faciitiossist4 gcactoa eres wea 467 432 413 981 
TOLEUCOSE saan eiaee ere eee 2063 818 ~=1 600 759 
Less accumulated 

depreciation and 

aiTiOTHIZALION) wae ater eS 909 041 838 452 

1 154 777 762 307 
Progress payments ........ 99 291 133 768 


Net book value 


$1 254068 $ 896075 


4. Flight equipment under capital leases 


i981 1980 


Flight equipment under 
Capitalileases; an araeen 

Less accumulated 
Gepreciahi@Onn secs beeen 


$ 283 839 $ 302 453 


127 047 118 395 


Ore ROe eaueaes $ 156792 $ 184058 


Net book value 
5. Investment in other companies 

The Corporation purchased 30% of Innotech Aviation 
Limited, effective July 1, 1981, for $4.5 million. This 
company is in the business of selling, chartering and 
servicing aircraft. 

Investments in companies accounted for on the equity 
basis include Nordair Ltd. (86.5% owned), Guinness Peat 
Aviation Ltd. (29.3% owned), Innotech Aviation Limited 
(30.0% owned), and MATAC Cargo Ltd. (50.0% owned). 
The Corporation’s share of the 1981 earnings of these 
companies is included in other non-operating income 
and amounted to $2.3 million (1980 - $2.9 million). 

The Corporation has continued to exclude Nordair Ltd. 
from consolidation because its investment in this 
company was still under Government review. 


6. Long-term debt 


1981 1980 
Government of Canada 
7.2% note, payable semi- 
annually, maturing in 1993 .. $ 264983 $ 279 353 
8.31% note, payable 
annually, maturing in 2001 13 800 13 800 
278 783 293-103 
Other 
5.5% notes due 1982/84 5 384 10 388 
6.0% notes due 1983/84 31 868 44 161 
8.0% notes due 1990/91 .... 70 400 _ 
8.375% note due 1990 ...... 56 112 63 179 
8.57 MOTE dust Oo en heer 35 949 — 
8.7% notes due 1995/96 .... 39 894 — 
518 390 410 881 
Current portion es eee 48 290 36 690 
$ 470100 $ 374191 


None of the long-term debt is secured. 

Repayment requirements over the next five years 
amount to $278.8 million; $48.3 million in 1982, $51.7 
million in 1983, $61.4 million in 1984, $57.3 million in 1985, 
and $60.1 million in 1986. 

Long-term debt includes $234.2 million payable in U.S. 
funds (1980 - $107.3 million) and $5.4 million payable in 
Pounds Sterling (1980 - $10.4 million). 

At December 31, 1981 the Corporation had financing 
arrangements in place totalling U.S. $1 262.7 million, 
primarily with the Export-Import Bank of the United 
States, in respect of its aircraft and facilities 
commitments and options. Funds drawn down under 
these arrangements are repayable over periods of up to 
twelve years at an average rate of 9%. 


The Corporation also has revolving and term credit 
agreements totalling $200 million with two Canadian 
chartered banks. The revolving and term periods are 
three and five years respectively. As at December 31, 
1981 drawings against these agreements totalled 

$2 million. 


7. Lease obligations 
The future minimum lease payments under capital and 
operating leases are as follows: 


Operating 
Capital leases— 
leases— Aircraft & 
Aircraft facilities 
BOB eras). fie ania ea hei as $ 33362 $ 22040 
Go LVR, Ao nner ee ae oa 32 801 19 017 
CIR OA DS) Se ane OE eee 32 241 15 958 
eke Seen AVS SR 31 678 13 131 
COMM een ere es, cals ie! 31 116 11 696 
Remaining Years 4. ..v. veces 110 974 39 676 
Total future minimum lease 
DAUIICIVS: Bete adr ec sels ol « 272172 $ 121518 
Less amount representing 
IDO Reo) Cag WA roe eee ee 80 540 
Present value of obligations 
under capital leases ....... 191 632 
Less current portion of 
obligations under capital 
REGS Meee AG tetace: lakes 18 655 


Long-term obligations under 
SAD AUICASCSes winsctantinds << $ 172 977 


Capital leases are recorded at an amount equal to the 
present value of the lease payments using the interest 
rate implicit in the lease. The average implicit interest 
rate of these obligations is 7.6% and their expiry dates 
are from 1986 to 1991. 


8. Investment tax credits 

As at December 31, 1981, the Corporation had available 
$53.8 million of investment tax credits that can be 
applied as a reduction to future federal income taxes 
payable. Of these, $13.2 million is available until 1984, 
$11.3 million is availablle until 1985, and $29.3 million is 
available until 1986. 


9. Commitments 

As at December 31, 1981, contracts for the acquisition of 
aircraft and spare engines, after deducting progress 
payments, amounted to approximately U.S. $593.7 
million. Aircraft deliveries are scheduled as follows: 


1982 1983 1984 = Total 
Biz die ete 3 a — 3 
BO) racttice oie ear. 2 4 6 12 


Other commitments include Canadian $42.3 million for 
ground equipment, spare parts and facilities, and 
U.S. $113.8 million for aircraft modifications. 


10. Pension plans 

The Corporation maintains pension funds for virtually all 
its employees. The cost of funding current service 
pension benefits is charged to operations as incurred. 
Unfunded liabilities, as determined by actuarial 
valuation, are funded by annual payments which are 
charged to operations over periods recommended by 
the actuaries and in accordance with regulatory 
requirements. The total charge for these plans for the 
year was $65.3 million (1980 - $63.5 million). 

As at December 31, 1981 the unfunded liability of the 
Corporation’s pension plans amounted to $273.0 million 
(1980 - $217.9 million) and is being retired by annual 
payments over various periods ending 2003. 


11. Subsequent event 

On February 5, 1982, the Board of Directors declared a 
dividend of $13.2 million payable to the Government of 
Canada on or before March 31, 1982. 


12. Contingencies 

Various lawsuits and claims are pending by and against 
the Corporation. It is the opinion of management that 
final determination of these claims will not materially 
affect the financial position or the results of the 
Corporation. 


13. Related party transactions 

In the ordinary course of business, the Corporation 
enters into transactions with related parties, including 
the Government of Canada, its agencies and other 
Crown Corporations. The Corporation derives revenues 
from related parties for passenger, cargo and contract 
services. Expenses with related parties include landing 
fees, terminal assessments, taxes and interest on 
long-term debt. 

Account balances resulting from these transactions are 
included in the balance sheet and are settled on normal 
trade terms. 


14. Comparative figures 

The 1980 comparative figures have been restated to 

conform with the presentation adopted in 1981. The 

changes include: 

—the consolidation of wholly-owned subsidiaries; 

—the restructuring of operating revenue and operating 
expense categories; 

—the restructuring of the statement of changes in 
financial position to reflect changes in cash and 
short-term investments, rather than changes in 
working capital. 


AIR CANADA (&) 
FIVE YEAR COMPARATIVE REVIEW 


1981 1980 

FINANCIAL DATA — Consolidated ($ millions) 
Operating Revenues: 

PaSSCNOEr 5 ©. coe ntere Aleister ain chair atta ere arn on ceha sony hte coet RC y or eee g 1 857.0 1 642.9 

er OO mL SpA ae he Pf 7 Ri re AN es sd Rt ng AS CaP Far, Ura au aera ae 255.3 219.1 

Contract Services ania! Otero oe oe ards crete aie eee et rane 145.9 119.8 
Total'Operating Revenues... . 3. bee sa eves eas enere aides 2 258.2 1 981.8 
Operating Expenses: 

Sataniess Wages and: Benetiis” Ssiust & stake aro ait ie a er Eee 773.5 694.7 

AlreGratts Fuel Daitaces BLPt ain acne aa, en the eRe ya cee Se ane 567.2 418.6 

Depreciation, Amortization and Obsolescence ..........++00+. 131.1 130.2 

dG) eer Pera iP Pr APES Bok a, A A GLE REG Pcl aS beet Lali oe UNIT __712.8 647.9 
Total Operating Expenses (220. 6h n0c cc ces pe ts cee oo ane 2 184.6 1 891.4 
Operating: Income? s:i dun bctanelenod Saye cae Doe eee ere ‘ 73.6 90.4 
Non-Operating Income (Expense): 

Interest on Long-Term Debt and Capital Leases ............... (54.5) (44.0) 

Interest Income: dee tah eee Nee ee eee ae 38.0 36.5 

Gam‘on Disposal 'of Assets! sia. th oa eh tee te eee 7.4 12.0 

dc. mR epee rata nin daa une ung Poet Hallie! myn Fer ae marae 10.8 10.4 
Total Non-Operating Income (Expense) .................+++ 7 14.9 
Income Before Income Taxes .............c cece cece ee eenees 75.3 10523 
Provision for Income Taxes ............. cece cece cence eeeees we 39.2 48.3 
Net: Income jalan cults. nscieners thin ae hetero io tent races ae 40.1 57.0 
Operating Margink Wr. ytd. calor bes ety Amie Che tee icine 3.3% 4.6% 
Cash Generation: Margin, #onieeteniiaain th beet: eae s dekh. ets 10.7% 13.0% 
Total ASSets 2A Oei a eat ye ere eat repens aT eae nee 1 869.9 1 688.3 
Long-Term Debt and Capital Leases 

Gneluding €urrent! Portion) lenaen a. taer eee oes ante 710.0 633.5 

Shareholders Equity iit Ws, Ae Ole tae Ben? ea ie 2 oo 528.2 501.2 
Percentage: onDebtito Debiplus Equity uushins fh eines hice nee 57% 56% 
BILE Cos ce kama ene Sete ae Shag AL i BU ra Mees Sven ok Meat hae ts dla aN 13.2 i322 
Book Valtie*per-Share(dollars) 7a. poe ee te ne eee. ee eine 1 605 528 
Return on Investment ori sas oo a 3 ene ee teeta Fale eee ee 7.2% 8.7% 
Rétucis Onr Equity: aes Selene fat re ei, ae ree ee ates 7.8% 12.1% 
OPERATING STATISTICS — Not Consolidated 
All Operations: 
RevenuerPassengers Carniea (millions) 1... man oie plore eae ieee 12.5 Eel 
Revenue. TonuMiles (millions) espe hiss canara skate ete meer cae 1 848 1911 
AvailableTon Miles (milhons)) .:.00 acne ee teaoe Ce eee at: 3 641 270087: 
Weiohtoad Factor, ci s.c akan Sone eee ees 50.8% 52.6% 
Yield: per Revenue Tom: Miley. aaa een eee enero ret ane 122.0¢ 103.5¢ 
Operating Expense per Available TomiMile. 2454.4 seeneess oes 59.9¢ 51.9¢ 
Average TF ueliPrice perimperialGallone sa chee eee 130.9¢ 93 .6¢ 
Fuel (Consumed: (millionsiof callone wis) Son eeeee eae nee 432.9 446.3 
Fuel Consumed per thousand Available Ton Miles (gallons) ....... 118.9 12237 
Average Number of Employees (O00). n...caeies eerste ne 23.5 Dex 
Available: Ton Miles per Emplovee (000) (.25.2.. 080 ae ee 154.7 15337 
Scheduled Operations: 
Revenue Passenger Milec (millions), -.. eee eeee eee 13 974 14 759 
Available Seat Miles (millions) 4). eden eters Sone eee 21 346 21 866 
PasSeriger Load TPACtOn cp cua a teccceaua cae nota a 65.5% 67.5% 
BreakevetPassender Load:Factor <5. Gatiane ee ec eee 62.8% 63.7% 
Yield per Revenue Passenger Mile.’ 42 serene erent ene ee 13.1¢ 10.9¢ 
Freight Ton. Miles (millions) 30% hie ahaa aise ee ean 319 307 
Average Aircraft Utilization (Revenue block hours per day) ....... 8.1 8.5 


Produced in Canada 
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